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RCW 74.46.010 Short title--Purpose. Thischaptermay be known and cited as the nursing 
facility medicaid payment system." 

The purposes of this chapter are to specify the mannerby which legislative appropriations tor 
medicaid nursing facility services are to be allocated as payment rates among nursing facilities and to set 
forth auditing. billing. andotheradministrativestandardsassociatedwith payments to nursing home 
facilities I I998 c 311 t j  1;  1980 c I77  5 I .] 

KCW 74.46.020 Definitions. Unless the context clearly requires otherwise, the definitions i n  this 
apply section throughout this chapter. ­

a_ 

( I ) "Accrual method of accounting" means a method of accountingi n  which revenues arereported 
i n  the period when they are earned, regardless ofwhen the), are collected, and expenses are reportedi n  the 
period i n  which they are incurred, regardlessofwhen they are paid. 

(7) "Appraisal" means the processofestimatingthefairmarketvalueorreconstructing the 
historical cost of an asset acquired i n  a past period as performed by a professionally designated real estate 
appraiser with no pecuniaryinterest in the property to be appraised. I t  includesasystematic,analytic 
determinationand the recording and analyzing of property facts, rights, investments, and valuesbased on a 
personal inspection and inventoryof theproperty. 

( 3 )  "Arm's-length transaction" means a transaction resulting from good-faith bargaining between a 
buyer and seller who arenot related organizationsand have adverse positions i n  the market place. Sales or 
exchanges ofnursing home facilities among two or more partiesi n  which all parties subsequently continue 
to own one or more of the facilities involved i n  the transactions shall not be considered as ann's-length 
transactions for purposes of this chapter. Sale ofa nursing home facility whichis subsequently leasedback 
to the seller within five years of the date of sale shall not be considered as an arm's-length transaction for 
purposes of this chapter. 

(4)"Assets" means economic resources of the contractor. recognized and measured i n  conform it!. 
with generally accepted accounting principles 

( 5 )  "Audit"or"departmentaudit"means an examination of the recordsof anursing facility 
participating i n  the medicaid payment system, including but not limited to: The contractor's financial a d  
statistical records. cost reports and all supporting documentation and schedules. receivables, and resident 
trust funds, to be performed as deemednecessary by the department and accordingto departmentrule. 

(6 )  "Bad debts" means amounts considered to be uncollectible from accounts and notes receivable. 

( 7 )  beneficial owner''means: 

( a )  A n y  person who.directlyorindirectly,throughanycontract,arrangement,understanding. 


relationship or otherwisehas or shares: 
( i )  Voting power which includes the powerto vote. or to direct the \toting ofsuch ownership 

interest: andor 
( i i )  Investment power which includes the power to dispose, o r  to direct the disposition o f  such 

ownership interest: 
( b )  any person who. directly or indirectly,creates or uses a trust, proxy.power of attorney.pooling 

arrangement,or an!other contract,arrangement,or device\ \ i t t i  the purposeor effect ofdivesting h i m s e l f  
herself 01. beneficialownership of anownershipinterestorpreventing the vestingof such benficial 
ownership aspart ofa p l a n  o r  scheme to evadethe reporting requirements of thischapter: 

( c )  ,\II! persot1 \\,h). subject to (b)  of this subsection, has the right to acquire beneficial ownership 
ofsuch ownership interest within sixty days, includingbut n o t  limited to a t ~ )  right to acquire: 

( I )  I through the exerciseof any option warrant,or right: 
( I I  I hrough the conv ersion ofan ownership interest: 
( 1 1 1 )  pursuant t o  the power to revoke ;I trust. discretionaryaccount 0 1 .  similararrangements 0 1  
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(iv) Pursuant to the automatic termination of a trust, discretionary account,or similar arrangement; 
except that, any person who acquires an ownership interest o r  power specified in (c)(;), (ii), or of this 
subsection with the purpose or effect of changing or influencing the control of the contractor, or in 
connection with or as a participant in any transaction having such purposeor effect, immediatelyupon such 
acquisition shall be deemed to be the beneficial owner of the ownership interest which may be acquired 
through the exerciseor conversion of such ownership interest orpower; 

(d) Any person who in the ordinary course of businessis a pledgee of ownership interest under a 
not be deemed tobe the beneficial owner of such pledged ownershipwritten pledge agreement shall interest 

unt i l  the pledgee hastaken all formal steps necessary which arerequired to declare a default and determines 
that the power to vote or to direct the vote or to dispose or to direct the disposition of such pledged 
ownership interest will be exercised; exceptthat: 

(i) The pledgee agreementis bona fide and wasnot entered into with thepurpose nor withthe effect 
of changingor influencing the control of the contractor,nor in connection with any transaction having such 
purpose or effect, including persons meeting the conditions set in (b) of this subsection;and 

(ii) The pledgee agreement, prior to default, doesnot grant to the pledgee: 
(A) The powerto vote or to direct vote of the pledged ownership interest;or 
(B) The powerto dispose or direct the disposition than theof the pledged ownership interest, other 

grant of such power(s) pursuant to a pledge agreement under which credit is extended and in which the 
pledgee is a broker ordealer. 

(8)  c a p i t a l i z a t i o n  the recordingofan expenditureas an asset. 
(9) "Case mix" means a measure of theintensity of care and servicesneeded by the residents of a 

nursing facility or a group of residentsin the facility. 
(10) "Case mixindex" means a numberrepresenting theaverage casemix of a nursingfacility. 
( I  I )  "Case mix weight" means a numeric score that identifies the relative resources usedby a 

particular groupof a nursing facility'sresidents. 
( I  2) "Contractor"meansapersonorentitylicensedunderchapter 18.5I RCW tooperatea 

medicare and medicaid certified nursing facility, responsible for operational decisions, and contracting with 
the department to provide services to medicaidrecipients residing in the facility. 

( 1  3 )  "Default case" means noinitial assessment has been completed for a resident and transmitted 
to the departmentby the cut-off date, or an assessmentis otherwise past due for the resident, under state and 
federal requirements. 

( 14) "Department" means the department of social health services (DSHS) and its employees. 
( IS )  "Depreciation" meansthe systematic distribution of the costor other basis of tangible assets, 

less salvage, over the estimateduseful life of the assets. 
(16) "Directcare"meansnursingcareand related care provided to nursing facility residents. 

Therapy care shallnot be considered part of direct care. 
( 17) "Direct care supplies" means medical, pharmaceutical, and other supplies required for the 

direct careof a nursingfacility’sresidents 
( 18) "Entity" means an individual, partnership, corporation, limited liability company, or any other 

ofassociationof individuals capable entering enforceable contracts. 
( 19) "Equity" meansthe net book value of all tangible and intangible assetsless the recorded value 

o f  all liabilities,as recognizedand measured in conformity withgenerally accepted accounting principles. 
(20) "Facility" or "nursing facility" means a nursing home licensed i n  accordance with chapter 

l 8 . S  1 KC'W, excepting nursing homes certified as institutions for mental diseases, or that portion of a 
multiservice facility licensed as a nursing home, or that portion of a hospital licensed i n  accordance with 
chapter 70.4 I fiC W which operatesas a nursing home. 

( 2  I ) fair market value" meansthe replacement costof an asset less observedphysical depreciation 
0 1 1  the date for which the market value is being determined. 

(22) f inancial  statements" means statements prepared and presentedi n  conformity with generally 
accepted accounting principles including, butnot limited to, balance sheet,statenlent o f '  operations, 
\tatenlent o f  changes i n  financial position, andrelated notes. 

(23) generally acceptedaccounting principles" means accounting principles approved [I), the 
financial accounting standards board (I:AS13). 



and 

(24) "Goodwill" means the excess of the price paid for a nursing facility business over the fair 
market value of allnet identifiable tangible and intangible assets acquired,as measured in accordance with 
generally accepted accountingprinciples. 

(25) "Grouper" meansa computer software product that groups individualnursing facilityresidents 
into case mix classification groups based on specific resident assessment dataand computer logic. 

(26) " H i s t e a l  cost" means the actual cost incurred in acquiring and preparing an asset for use, 
including feasability studies architect's fees, and engineering studies. 

(27) "Imprest fund" means a fund which is regularly replenished in exactly the amount expended 
from it. 

(28) "Joint facility costs" means any costswhich represent resources whichbenefit more than one 
facility, or one facility and any other entity. 

(29) "Lease agreement" means a contract between two parties for the possession use of real or 
personal property or assets for a specified period of time in exchange for specified periodic payments. 
Elimination(duetoanycauseotherthandeath or divorce) or addition of any party to the contract, 
expiration, or modification of any lease term in effect on January 1, 1980, or termination of the lease by 
either party by any means shall constitute a termination of the lease agreement.An extension or renewal of 
aleaseagreement,whetherornotpursuantto a renewalprovision in theleaseagreement,shall be 
considered a new lease agreement. A strictly formal change in the lease agreement which modifies the 
method, frequency, or mannerin which the lease payments are made, but does not increase the totallease 
payment obligationof the lessee, shall not be considered modificationof alease term. 

(30) "Medical care program" or "medicaid program" means medical assistance, including nursing 
care, provided underRCW 74.09.500or authorized state medical care services. 

(3 1) "Medical carerecipient," "medicaid recipient,"or "recipient" means an individual determined 
eligible by the department for the services provided under chapter74.09 RCW. 

of(32) minimum dataset" means the overall data component theresident assessmentinstrument, 
p r e f e r e n c e s  an individual nursing facilityindicating the strengths, needs, and resident. 

(33) "Net book value" means the historicalcost of an assetless accumulateddepreciation. 
(34) "Net invested funds"meansthe net book value of tangiblefixedassetsemployed by a 

contractor to provide services under the medical care program, including land, buildings, and equipmentas 
recognized and measured in conformity with generally accepted accounting principles, plus an allowance 
for working capital which shall be five percentof the product of theper patient dayrate multiplied by the 
prior calendaryear reported total patient days of each contractor. 

(35) "Operating lease" means a lease underwhich rental or lease expenses are includedin current 
expenses in accordance with generally accepted accounting principles. 

(36) "Owner" means a sole proprietor, general or limited partners, members of a limited liability 
company, and beneficial interest holders of five percent or more of acorporation'soutstandingstock. 


(37) "Ownership interest" means all interests beneficially owned by a person, calculated in the 
aggregate, regardlessof the form which such beneficial ownershiptakes. 

(38) "Patient day" or "resident day" means a calendar day of care provided to a nursing facility 
resident, regardless of payment source, which will include the day of admission and exclude the day o f  
discharge; except that, when admission and discharge occur on the same day, one day of care shall be 
deemed to exist. A "medicaid day"or "recipient day" meansa calendar day of care provided to amedicaid 
recipient determined eligibleby the department for services provided under chapter74.09 RCW, subject to 
the same conditions regarding admission and discharge applicable to a patient dayor resident day of care. 

(39) "Professionallydesignated real estate appraiser" meansan individual whois regularlyengaged 
i n  the business of providing real estate valuation services for a fee, and who is deemed qualified by a 
nationallyrecognized real estateappraisaleducationalorganization on  the basis of extensive practical 
appraisal experience, including the writing ofreal estate valuation reportsas well as the passing of written 
examinations on valuation practice and theory, and who by virtue of membership in such organization is 
required to subscribeandadheretocertainstandards of professionalpracticeassuch organization 
prescribes. 
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(40) "Qualified therapist" means: 
(a) A mental health professional as definedby chapter 71.05 RCW; 
(b) A mental retardation professional who is a therapist approved by the department who has had 

specializedtrainingorone year's experience in treatingorworking withthementallyretarded or 
developmentallydisabled; 

(C)A speech pathologist who is eligible for a certificate of clinical competencein speech pathology 
or whohas theequivalent education and clinicalexperience; 

(d) A physical therapist as defined by chapter18.74 RCW; 
(e) An occupational therapist whois a graduate of a program in occupational therapy, or who has 

the equivalent of such education or training; and 
(f) A respiratory care practitionercertified under chapter18.89 RCW. 
(4 1 ) "Rate" or "rate allocation" means the medicaid per-patient-day payment amount for medicaid-_

patients calculated in accordancewith the allocation methodology set forthin part E of this chapter. -2 

(42) "Real property," whether leased or owned by the contractor, means the building, allowable 
land, land improvements,and building improvementsassociated with a nursing facility. 

(43) "Rebased rate" or "cost-rebased rate" means a facility-specific component rate assigned to a 
nursing facility for a particular rate period established on desk-reviewed, adjusted costs reported for that 
facility coveringat least six months as a year to be used for cost-rebasingof a prior calendar year designated 
payment rate allocationsunder the provisions of thischapter. 

(44) "Records" means those data supporting all financial statements and cost reports including,but 
not limited to, all general and subsidiary ledgers, books of original entry, and transaction documentation, 
however such data aremaintained. 

(45) "Related 0rganization "means an entity whichis under common ownership and/or control with, 
or has controlof, or is controlled by, the contractor. 

(a) Common-ownership'' exists when an entity is the beneficial owner of five percent or more 
ownership interestin the contractorand any otherentity. 

(b) Control" exists where an entity has the power, directly or indirectly, significantly toinfluence 
or directthe actions orpolicies of an organization or institution, whetheror  not it is legally enforceableand 
however it is exercisableor exercised. 

(46) "Related care" means only those services that are directly related to providing direct care to 
nursing facility residents. These services include,but are not limited to, nursing direction and supervision, 
medical direction, medical records, pharmacy services,activities,and social services. 

(47) "Resident assessment instrument," including federally approved modifications for use in this 
state, means a federally mandated, comprehensive nursing facility resident care planning and assessment 
tool, consisting of the minimum dataset and resident assessmentprotocols. 

(48) "Residentassessmentprotocols''meansthosecomponentsoftheresidentassessment 
instrument that use the minimum data set to triggeror flag a resident'spotential problems andrisk areas. 

(49) "Resource utilization groups" means a case mix classification system that identifies relative 
resources needed to care for an individual nursing resident. 

(50)"Restrictedfund"meansthosefundstheprincipaland/orincome of which is limited by 
agreement with or direction of the donorto a specificpurpose. 

(5 1 ) "Secretary"means the secretary of the department of socialhealth services. 
(52) "Support services" means food, food preparation, dietary, housekeeping, and laundry services 

provided to nursing facilityresidents. 
(53) "Therapy care" means those services required by a nursing facility resident's comprehensive 

assessment and plan of care, that are provided by qualified therapists, or support personnel under their 
supervision, includingrelated costs as designated by the department. 

(54) t i t l e  XIX" or "medicaid" means the 1965 amendments to the  social security act,p.i. 89-07, 
as amended and the medicaid program administeredby the department. [ 1998 c 3229 2 ;  1995 1 st sp.s. C 18 
~ 9 0 ; 1 9 9 3 ~ p . ~ . ~ l 3 ~ ~ ; ~ ~ 9 1 ~ p . ~ . ~ 8 ~ I l ; 1 9 8 9 ~ 3 7 2 ~ 1 7 ; 1 9 8 7 ~ 4 7 6 ~ 6 : 1 9 8 5 ~ 3 ( , 1 ~ 1 ~ ; ~ 9 ~ 2 ~ 1 1 ~  

1 ;  198Oc 177 4 2.1 



NOTES: 


PART A 
REPORTING 

HCW 74.46.030 Principles of reporting requirements. The  principle inherent \\ ithill RCW 
74.46.040 through 74.46.090 is  that the department shall receive complete. annual reporting o f  costs and 
financial condition of the contractor prepared and presented in a standardizedmanner. [ 1980 c I77 4 3.1 
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liCW 74.46.060 completing cost reports ant1 maintaining records ( I ) Cost reports shall be 
prepared i t 1  a standard manner and form a s  determined by the department. Cos ts  reported sha l l  be 
determined i n  accordance with generally accepted accounting principles. the provisions of this chapter.and 
such additional rules established b! the department. I n  the event o f  conflict. rules adopted and instructions 
issued by the department take precedenceover generally accepted accounting principles 

( 7 )  the  records shall be maintained on the accrual method of accounting and agree with orbe 
-Ireconcilable t o  the cost report. Al l  revenue and expense accruals shall be reversed against the appropate 

accounts unless they are received or paid, respectively, w ithin one hundred twenty days after the accrual is 
made.  I lowever. if the contractorcan documenta good faith billing dispute with the supplier or vendor. the 
period may be extended. but only for those portions of billings subject to good faith dispute. Accruals for 
vacation, holiday. sick pay, payroll. and real estate taxes may be carried for longer periods, provided the 
contractor follows generally accepted accounting principlesand pays thisty pe of accrual when due. [ 1998 c 
-322 $ 5 :  1 9 8 5 ~361 tj 6: 1983 Istes.s.c67 tj 2; 1980c I 7 7  5 6.1 

Savings-1985 c 361: See nore following RCW 74.46.020. 



PART 13 
AUDIT 
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facility 
(9) The departmentis authorized to assess civil fines and take adverse rate actionif a contractor or 

any of its employees, doesnot allow access to the contractor's nursing records. 
(10) Part B of this chapter, and rulesadopted by the department pursuant theretoprior to January 1, 

1998, shall continue to govern the medicaid nursing facility audit process for periods prior 6 January 1,  
1997, as if these statutes and rules remainedin full force and effect. [1998c 322 4 8; 1985 c 36 1 9 9; 1983 
ls tex.s .c67$4;  19H3c177$ IO.] 

NOTES: 

Savings-1985 c 361: See note following RCW 74.46.020. 

PART C 
SETTLEMENT 

RCW 74.46.155 Reconciliationofmedicaidresidentdaysto billed daysand medicaid 
payments-Payments due-Accrued interest-Withholding funds. (1 )  The department shall reconcile 
medicaid resident days to billed days and medicaid payments for each medicaid nursing facility for the 

or forthat portionof the calendar year the provider's contractin effect.preceding calendar year, was 
(2) The contractor shall make any payment owed the department, determined by the process of 

reconciliation, by the process of settlement at the lower of cost or rate in direct care, therapy care, and 
supportservicescomponentrateallocations,asauthorized in thischapter,withinsixtydaysafter 
notificationand demand for payment theis sent to contractor. 

(3) The department shall make any payment due the contractor within sixty days afterit determines 
the underpaymentexists andnotificationis sent to the contractor. 

(4) Interest at the rateof one percentper month accrues against the department or the contractoron 
an unpaid balance existing sixty days after notificationis sent to the contractor. Accrued interest shall be 
adjusted back to the date it began to accrue if thepaymentobligation is subsequently revised after 
administrativeor judicialreview. 

( 5 )  The departmentis authorized towithhold funds from the contractor's paymentfor services, and 
totake all otheractionsauthorized by law, to recover amounts due and payable from thecontractor, 
including any accrued interest. Neither a timely filed request to pursue any administrative appeals or 
exception procedure that the department may establish in rule, nor commencement of judicial review as 
may be available to thecontractor in law, tocontestapaymentobligationdeterminationshalldelay 
recovery from the contractoror payment to thecontractor. [1998c 322 fj9.1 

e 


RCW 74.46.165 Proposed report--Paymentsettlement refunds--Overpayments--
Determination of unused rate funds--Total and component payment rates. ( 1 )  Contractors shall be 
required to submit with each annual nursing facility cost report a proposed settlement report showing 
underspending or overspending in each component rate during the cost report year on a per-resident day 
basis. The department shall accept or reject the proposed settlement report, explain any adjustments,and 
issue a revised settlement reportif needed. 

(2) Contractors shall not be required to refund payments made in the operations, property, and 
return on investment component ratesin excess ofthe adjusted costsof providing services corresponding to 
these components. 

( 3 )  The facility will return to the department any overpayment amounts in each of the direct care, 
therapy care, and support services rate components that the department identifies following the audit and 
settlement procedures as described in th i s  chapter, provided that the contractor may retain any overpayment 
that does not exceed I .O% of the facility's direct care, therapy care, and support services component rate. 

October i. 1998 Approval Date september3, 1999 
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however no overpaymentsmay be retained i n  a cost center to which savings have beet1 shifted to cover a 
deficit, as pro\ ided i n  subsection (4) o f  this section. Facilities that are not i n  substantial compliance for 
more than ninety days and facilities that provide substandard quality of care at anytime. during theperiod 
for which settlement is being calculated. will not be allowed to retain any amount of overpayment i n  the 
facility'sdirectcare.therapycare,andsupportservicescomponentrate. The terms "not it1 substantial 
compliance" andsubstandardquality of care" shall be definedby federal survey regulations. 

(4) determination of unused rate funds, including the amounts of direct care, therapy care arid 
support services to be recovered. shall be done separately for each component rate, and neither costs nor 
rate payments shallbeshifted from one component rate orcorrespondingservicearea to another i n  
determining the degree ofunderspendingor recovery, if any. However, i n  computinga preliminaryor final 
settlement, savings it1 the support services cost center maybe shifted to cover a deficit i n  the direct care o r  
therapy cost centers up to the amount of any savings. Not more than twenty percent of the ratein acost 
center be shifted. ­

( 5 )  Total and component payment rates assigned to a nursing facility, as calculated and revised. if 
needed, under theprovisionsof this chapter and those rulesas the department may adopt, shall representthe 
maximum payment for nursing facility services renderedto medicaid recipients for the periodthe rates are 
in effect. No increase i n  payment to a contractor shall result from spending above the total paymentrate or 
in any rate component. 

(6) *RCW 74.46. I50 through 74.46.180, and rules adoptedby the department prior to JulyI ,  1998. 
shall continue to govern the medicaid settlement process for periods prior to October I ,  1998, as if these 
statutes and rules remainedin full force and effect. 

(7) For calendar year 1998, the departmentshall calculate split settlements covering January I .  
1998, throughSeptember 30, 1998, andOctober 1, 1998, throughDecember 3 I ,  1998.Forthe period 
beginningOctober I .  1998,rulesspecified in this chaptershallapply.Thedepartmentshall, by rule. 
determine the divisionof calendar year 1998 adjusted costs for settlement purposes.[ 1998 c322 tj 10.1 

NOTES: 

"Reviser's note: RCW 74.46.150 through 74.46. I80 were repealed by 1998 c 322 4 52, effective 
july I ,  1998. 

PART D 
ALLOWABLE COSTS 


